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MONDAY, JULY 20, 1953 


Unirep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON FepERAL Reserve Marrers, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:10 a. m. in room 
301, Senate Office Building, Senator John W. Bricker (chairman) 
presiding. 

Present: Senators Bricker, Payne, and Goldwater. 

Also present: Senator Cordon and Representative Ellsworth. 

Senator Bricker. The hearing will come to order. 

This hearing is on S. 2069, a bill introduced by Senator Cordon to 
amend the Federal Reserve Act so as to authorize national banking 
associations to make loans on forest tracts. 

Without objection, the bill S. 2069 will appear in the record at 
this point. 

(S. 2069 follows:) 


[S. 2069, 83d Cong., Ist sess.] 


A BILL Toamend the Federal Reserve Act so as to authorize national banking associations to make loans on 
forest tracts 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 24 of the Federal Reserve Act, as 
amended, is amended by inserting after the first paragraph thereof the following 
new paragraph: 

“Any national banking association may make real estate loans secured by 
first liens upon forest tracts which are properly managed in all respects. Such 
loans shall be in the form of an obligation or obligations secured by mortgage, 
trust deed, or other such instrument; and any national banking association may 
purchase any obligation so secured when the entire amount of such obligation is 
sold to the association. The amount of any such loan shall not exceed 40 per 
centum of the appraised value of the economically marketable timber offered as 
security and the loan shall be made upon such terms and conditions as to assure 
that at no time shall the loan balance exceed 40 per centum of the original ap- 
praised value of the economically marketable timber then remaining. No such 
loan shall be made for a longer term than two years; except that anv such loan 
may be made for a term not longer than ten vears if the loan is secured by an 
amortized mortgage, deed of trust, or other such instrument under the terms of 
which the installment payments are sufficient to amortize the principal of the 
loan within a period of not more than ten years and at a rate of at least ten per 
centum per annum, All such loans secured by first liens upon forest tracts shall 
be included in the permissible aggregate of all real estate loans prescribed in the 
preceding paragraph, but no national banking association shall make forest-tract 
loans in an aggregate sum in excess of 50 per centum of its capital stock and 
surplus.”’ 


Senator Bricker. Senator Cordon, have you a statement that you 
would like to make for the record? 


1 
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STATEMENT OF GUY CORDON, A UNITED STATES SENATOR FROM 
THE STATE OF OREGON 


: rl « Ir. ( mn [ would like to make just a snort 
n We have representatives of the banking interests of the 
Wes n i th forest lI 1 SUI s of that a and also o! rt] i place 
vith LI t nited States w re a earme here Due to the f: 
vnat v ope al li days « s ion most of us 
series of other committee assignments, or [ have, I wor ld hike 
) @ke just a snort atement and bave those folks carry on, if that 
siactory to you 
Senator Brickrr. Whatever you desire 


Senator Corpon. First, Mr. Chairman, | would like to introduc 


into the record certain correspondence on the a ject, 

| have a letter from the Governor of my State, Gov. Paul Patterson, 
on le tter is a strong endorsement of this legislation and points out 
its necessity to the economies of our country. 

A letter from J. Walter Myers, Jr., executive secretary of the Forest 
Farmers Association Cooperative of Valdosta, Ga., on the same 
supizect. 

A telegram from A. L. Ganson, executive secretary of the Wash- 
ington State Bankers Association, endorsing the bill. 

{nother from the State forester of the Oregon State Board of For- 
estry, indicating the necessity of this type of legislation. 

One from A. A. Rogers, Superintendent of Banks of the State of 
Oregon 

nother from C. C. Clarkson, president of the Oregon Bankers 
Association 

One from A. W. Groth, executive vice president of the First National 
Bank of Portland, — is addressed to Mr. L. A. Jennings, Deputy 
Comptroller of the Currency. It is a copy of his letter. 

A letter from E. T. F. Wohlenberg, who is forester for the Masonite 
( orp 

All of those gentlemen in their respective capacities have a working 
knowledge of forestry problems, and I ask that their letters be made 
a part of the record. 

Senator Bricker. Without objection, they will be made a part of 
the record. 

The documents referred to follow:) 

STATE OF OREGON, 
EXECUTIVE DEPARTMENT, 
Salem, July 16, 19453. 

Hon. Guy Corpon 
niied States Senate Washington, mig? 
1, and I hereby comply with the request, to add 
endorsement to your Senate bill 2069 and House bill 5603, which, 
permit national banks to make loans on standing timber. 
e most importer it single segment of this State’s economy is the forest- 


Dear Gry: I have been aske 
my support and 
1 


if passed, woulk 


products industry. Experience shows that logs, as well as dimension lumber, 
plywood, shingles, and other products of trees are merchandise and are recognized 
collateral with a liquidating value. Standing timber is the source of all these items 
and the present standing timber loan is not considered as acceptable bank 
lateral. In other words, we are in a position where the log can be financed, but 
T tre ann 
Since 1938, the State of Oregon has been the principal supplier of softwood to 





he Nation t has the last great stand of timber in the country, It employs 
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about 90,000 out of a total of 160,000 industrial emplove rhe overall | ta 
if timber loans, not exceeding 50 percent of capita nd surp 

ight well be included as one of the safeewuarding « 

| believe that the propo ed amendment would ake it possible to make the 
ans al elp to stabilize the forest-products industry, a this law, if pas 

uld give elbowroom in which to operate more intelligently and wit reater 
safet { l is beer done in the past 

rhe Gregon Bankers Association, the Superintendent | e State 
Oregon, the First National Bank of Portlar the Bank of l’ortia: 

e First National Bank of Eugene, and bankers in other indicated 
heir pport of this easul and J uc \ r en 

Wit t { pers¢ ult ul ls, i ain 

Sines Vv vours 
rAUL 1 PATTERSON, Got 7 


Forest FARMERS ASSOCIATION, 
\ aidosta, Ga . J uly id. 1993 
Hon avy CORDON, 
Senate O flice Building, Washington, D. C. 


Dear Senator Corpon: I have noted with a great deal of interest your bill 
S. 2069 \fter careful study, our group wishes to endorse this proposed piece of 
legislation and to congratulate you on your foresight in attempting to make 
possible the negotiation of loans by national banks on tracts of well-managed 
timber 

For a number of vears our association has felt that many timber tracts, not 
only in the south, but all over the Nation, offer one of the best types of securities 
available forinvestment. The lack of available capital to properly operate certain 
of these tracts has been at times responsible for rapid liquidation and uneconomical 
procedures 

Only recently, as vou quite likely know, several private insurance companies 
have gone into the field of timber loans. These include the Prudential, Travelers 
and, I believe, one other. One agency here in Valdosta has made over $1 million 
worth of loans to timberland owners through one of these large companies. This 
program, however, has come about only in the last 2 years and still lacks the scope 
that will be necessary to properly finance certain of our forestry operations in the 
nost economically feasible manner 

The very fact that these insurance companies have gone into these fields would 
seem to indicate that properly managed timberlands would offer splendid and 
secure investment possibilities for our private national banks. 

Frankly, our association feels that the time has come when our forestry activity 
is sufficiently advanced to approve properly managed timberlands as proper 
securities for bank loans. We heartily endorse vour efforts and will do everything 
possible to assist in encouraging the enactment of 5. 2069 

With best wishes 

Yours very truly, 
J. Watter Myers, JR., 
Frecutive Secretary 


SeaTTLeE, WasnH., July 17, 1953 
Senator Guy Corpon, 
Senate Office Building, Washington, D. C 

Washington Bankers Association most pleased to receive information your 
obtaining hearing on S. 2069. This association concurs with the Oregon Bankers 
Association, American Bankers Association, and Western Forestry and Conserva- 
tion Association, in their efforts to amend the Federal Reserve Act authorizing 
national banks to make loans on registered forest tracts 

Timber in this State, as in many others, rapidly becoming a crop with annual 
benefits and maintaining production of wood and cellulose for future generations 
Management of smaller plots by families is one answer to threat of timber deple- 
tion. Bank credit is as essential to the welfare of this rapid development as it 
is to general agriculture. New standards of forest protection and management 
are answers to former objections in using timber as collateral. 


WASHINGTON BANKERS ASSOCIATION, 
A. L. Ganson, Executive Secretary 
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OREGON State Boarp or Forestry, 
OFFICE OF STATE FORESTER, 
Salem, June 23, 1958. 
Hon. Guy CORDON, 
United States Senate, Washington, DG. 

Dear Guy: I have just had the opportunity of reading your bill S. 2069, which 
would authorize national-bank loans on standing timber. 

There is no State in the Union that is so aware of the necessity of sound and 
adequate financing in its forest industry as is Oregon. It is the State’s primary 
industry, contributing far more to its citizens’ welfare than any other activity. 
It promises to remain in this position because of the available raw material and 
the capacity of our land to continue to produce timber 

The Oregon State Board of Forestry is very conscious of the position that 
forestry and forest industries occupy in our financial and social welfare. This 
led 1 close association with industry in our cooperative 


knowledge is gained thro 
relationships and through the administration of the Forest Code of the State. 

It appears somewhat out of line that the products of the forests and the factories 
as well as the factories themselves can be made the basis for loans, yet the raw 
material, because of legal limitations, cannot be so considered. 

Forestry in Oregon has progressed from the oldtime practice of liquidation to a 
policy which takes as its basic idea the fact that timber is a crop. Industry has 
accepted this, and the Oregon laws are based upon this premise. 

Adequate financing is now one of ihe additional requirements of progressive 
forestry, and the acceptance of merchantable timber as the basis for bank loans 
would meet this requirement. It is my firm belief that your bill will fill this need, 
and I most strongly endorse it and hope that it will receive favorable consideration 
in Congress. 

In case I can aid you in this matter, please feel free to call upon me. In the 
meantime, I will keep in touch with industry here in Oregon and those organiza- 
tions interested in the welfare of your bill and do what I can in the interests of 
the legislation 

Kindest regards, 
G. Spaur, State Forester. 


STATE OF OREGON, 
BANKING DEPARTMENT, 
Salem, July 1, 1953. 

Re S. 2069 and H. R. 5603 
Hon. Guy Corpon, 
United St Senator, Washington, D. C. 
EAR SENATOR Corpon: I have before me copies of the above bills to amend the 
Federal Reserve Act so as to permit national banking associations to make loans 


st, tracts 


T 


secured by fe 





It is my opinion that this is desirable legislation and if adopted that it would do 


much to the economy of this State and other timber-growing sections of our 
ountrs [I am satisfied, if the national banking associations are authorized to 
loan on timberland as security, that a similar bill would be presented to the State 
legislature to permit State-chartered banks to extend credit on properly managed 


forest land 

\ sawrnill without timber is of little collateral value for bank loans, whereas 
the same mill with standing timber, where the loan does not exceed 40 percent of 
the original appraised value of the standing timber, should be desirable security, 
especially if the timber were on land adjacent to or accessible for logging in the 
vicinity of the mill. 

I desire to compliment you and Representative Ellsworth for your efforts in 
having introduced these companion bills, and if it would be of any assistance I 
will be very glad to write the chairman of the Committee on Banking and Cur- 
rency or to any individual members of this committee. 

With kindest personal regards, I am 

Sincerely yours, 





A. A. RoGErs, 
Superintendent of Banks. 
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OREGON BANKERS ASSOCIATION, 
Portland, Oreg., July 17, 1953 
Hon. Guy Corpon, 
United States Senate, Washington, D. C 

DEAR SENATOR Corvpon: The Oregon Bankers Association values highly your 
cooperation in having introduced 8. 2069, providing for national-bank loans on 
managed forest property. We appreciate the fact that Representative Harris 
Ellsworth has joined with you in introducing in the House an identical amendment 
H. R. 5603) to section 24 of the Federal Reserve Act. 

I am sure that I bespeak the sentiment of the member banks of the Oregon 
Bankers Association in saying that we unreservedly support this amendment and 
earnestly hope for its enactment. 


In June of 1952, at an annual meeting held in Salem, the Oregon Bankers 


Association took the initial steps looking toward a change in the Comptroller’s 
regulation based upon section 24, holding that standing timber is unimproved 
real estate and hence ineligible for bank credit 

In June of this year, the association reaffirmed its position taken a year ago and 
voted a unanimous support of S. 2069 and H. R. 5603 I quote from the resolu- 
tion ad pted at that time: “‘* * * that the Oregon Bankers Association affirms 


its own support of the proposed amendment and ew and favorable 
action by the American Bankers Association, the State | r’s associations, the 


organizations representing the forest industries, and ng interest in and 
1 1 , 








prospective benefit from this legislation;’’. 

The forest industries constitute in Oregon a principal economic asset. The 
Nation’s largest stand of softwood timber is to be found in this State and Was! 
ington 

[I am glad to note that the Washington Bankers Association has taken as un- 


reserved a position in support of the amendment to section 24 as has the Oregon 


Bankers Association. 

We hold that the original reason for withholding bank credit from forest land 
has been removed where the forest is well managed and protected from fire and 
pests. 

Experience has demonstrated that timber is a crop which can be placed upon a 
basis of continuous production assuring its future prosperity, and that of this 
region, if allowed the credit standing to which it is entitled as the source of all 
other values in the forest industries 

We believe that forest industries in the future can be stabilized and increased 
by orderly harvesting and marketing, aided by proper credit facilities 

'There are many specific instances where we have been unable to render the 
banking service that good judgment would approve because of the exclusion of 
standing timber as collateral related to logs, sawmills, and wood products. 

We therefore repeat our hope that the Senate Banking and Currency Com- 
mittee may approve and that the Congress may enact the amendment. 

Respectfully, 
Ciirrorp C. CLARKSON, 
President, Oregon Bankers Association. 


Copy to the Honorable Harris Ellsworth, House of Representatives, Wash- 
ington, D. C. 





First NATIONAL BANK OF PORTLAND, 
Portland, Oreg., June 18, 1958. 
Mr. L. A. JENNINGS, 
Deputy Comptroller of the Currency, 
Washington, D. C. 

DrarR Mr. JENNINGS: I am writing you with reference to Senate bill 2069, 
amending section 24 of the Federal Reserve Act now before the Committee on 
Banking and Currency. 

The wood-products industry is and, with modern forest-management methods, 
will continue to be a major industry of this State. Present statutory limitations 
which preclude the extension of sound banking credits secured by mortgages on 
timber or timberlands are based on reasons which if historically sound are no 
longer applicable. From a credit standpoint, I am convinced that loans secured 
by timberland within the limitations contained in this bill are as sound as a class 


36414—53-——2 
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as loans secured by improved farmland and improved residential propertics 
The enactment of such legislation will permit banks in this and other timbered 
areas to extend sound credit, well secured, to borrowers who need and deserve 
sucl credit. 

The importance of this legislation has been fully outlined to you by my col- 
leagues, and I shall not make any further comment relative thereto. 

The wording of the bill has been given considerable study and thought, and I 
have no hesitancy in unequivocally recommending its approval by the Senate 
sJanking and Currency Committee. 

I sincerely urge you to support its passage. 

Sincerely yours, 
A. W. Grors, 


Firecu five Vice President. 


MaAsonire Corp., 
Ukiah, Calif., June 25, 1953 
Hon. Guy Corpbon, 
Senate O flice Building, Washington, D. C 

Dear SENATOR Corpon: As President of the Western Forestry and Conserva- 
tion Association I want you to know that I appreciate very much your efforts on 
behalf of the forest credits bill ( S. 2069) which our association has been working 
on Lor some time 

If this bill can become a law I think it will do a great deal toward stimulating 
forestry and forest practices throughout the country. I know that the people 
in all parts of the country will get some real benefits and that in turn the country 
itself will benefit from the results 

Thank you again for your efforts 

KE. T. F. WoHLENBERG 

Senator Corpon. Now, Mr. Chairman, this bill is before us because 
of changes which have come about in the management of forest 
lands in this country We have developed from the old ‘“‘cut and get 
out’’ idea where the forests were thought to be a one-crop single-term 
asset into a new concept of forest-land management, where the 
for sts are consi le red to be a permanent and perpetual crop 

Ths concept has peen deve loped perhaps as creatly in the Pacific 
Northwest as in any other part of the United States. In the fast- 


rowing softwoods areas of the South they have been able to effectuate 


the regularity of financial return more than we have in the Pacific 
Northwest, but we have over the years worked out plans for forest 
ment which we confidently believe will turn what was thought 
to | one-crop asset into a perpetual tree-farming operation. 
Clearly, if that sort of management is to go forward, bank credit 
from time to time will be essential It is thought that the old idea of 
forestlands as a o -CTrop ass and a hazardous asset because ( f lack 
oO} { l on and thei fore open langers of fire ravag s and the like 
it is thought that we have left that old concept and now have actual 
management men in charge of caring for the growing trees, of so 
cropping the lands as to saferuard the younger trees, of seeding the 
lands after they have been cut so as to have other trees coming on, 
1 


new and improved techniques in fire fighting, and new and improved 


techniques in protecting the timber from insect pests and the like 
Because we have developed our forests into a managed asset, we feel 
that we can properly ask now that those lands be made available as 

he asset itself a bankable security. The bill seeks to 
do just that, Mr. Chairman. I will not impose further on your 
patience or that of the committee. 
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There are people here who know this problem far better than I, 
and I am sure that they will present it and make a case that I know 
can be and will be made. 

Senator Bricker. Thank you very much, Senator Cordon 

Is there any question? 

If not, we appreciate your coming over very much, and will be very 
happy to have you stay, if you have the time. 

Senator Corpon. I am going to stay for a little bit. 

Senator Bricker. Come up here. You may want to ask some 
questions. 

Next will be the Deputy Comptroller of the Currency, Mr. William 
M. Taylor. 


STATEMENT OF W. M. TAYLOR, DEPUTY COMPTROLLER OF THE 
CURRENCY 


Mr. Taytor. Mr. Chairman, I have a little prepared statement | 
would like to deliver, if I may, sir. 

Senator Bricker. Just proceed as you desire. 

Mr. Taytor. Banking interests in several States have approached 
the office of the Comptroller of the Currency and asked for a revision 
of its interpretation of section 24 of the Federal Reserve Act that 
first mortgage loans on timberlands are not permitted under that 
section. This request is based on the premise that adequately man- 
aged timberlands should come within the definition of “improved real 
estate’’ as used in the statute. 


This matter has been studied and reviewed on many occasions by the 
Comptroller’s office, but it is clear that the fundamental issues in- 
; : 


volved in first mortgace loans on timberlands are s ifficiently far 


removed from first-mortgage loans on residential, commercial, and 
farm properties to warrant the conclusion it was not the intent of 
Congress to regard timberlands as improved property within the 
meaning of section 24 of the Federal Reserve Act, and that such loans 
could be authorized only throuch a legislative revision. 

A first mortgage loan on a timber tract would usually be for one or 
Lore ¢ { the following } Irposes: Restockin open lar sg: (2Z hol hing 
immature timber: (3) orderly or immediate utilization of 1 
timber, including carrvover in times of low demand: (4) implementing 


plans of sustained-vield management; (5) development of roads, trails, 
and firebreaks; and (6) constructing logging camps, railroads, and so 
forth 

With the exception of loans granted to finance the immediate or 
short-term utilization of mature timber, repayment programs would 
be long drawn-out, as the income for repayment might come only over 
a long period, even though the properties were well managed. 

Loans of this character might have to run for extended periods of 
time. Forest landowners will not find it attractive to finance reforest- 
ation or other long-term types of timber operations unless loans are 
available to them at low cost and for long periods. 

Long term, low interest rate loans based on an asset that, as a 
practical matter, is noninsurable against fire, insects, disease, windfall, 
and unproductive for years at a time are clearly outside the field of 
commercial banks because they owe, on an average, about 92 percent 
of their assets to depositors. 
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Because of the nature of its deposit debt, a bank must accept only 
those loans and investments which hold within themselves a reasonable 
power to pay and are based on assets with a potential recovery value 
sufficient to liquidate the debts under adverse conditions. With the 
possible exception of mortgage loans on timberlands granted for the 
immediate or short-term utilization of mature timber, it is believed 
that such loans will not meet the requirements of liquidity and sound- 
ness that are essential in relation to the obligations which commercial 
banks owe their depositors. 

Act wdinaly, the office of the Comptroller of the Currency recom- 
mends aye loans secured by mortgages on timberlands be restricted 
to those which will be liquidated from the immediate or short-term 
utilization of mature timber, and that such loans should not be made 
for a longer px riod than 3 ye ars. 

There would be no objection to legislation permitting loans secured 
by timberlands if the loans are so restricted. 

With specific reference to 5. 2069, it is believed that national banks 
should not be permitted to make forest tract loans for a 10-year term. 
As I have stated, it is our view that national banks should not be 
permitted to make any such loan for a longer term than 3 years. 
Moreover, the law should require that such loans must be amortized in 

pproximately equal amounts so as to provide for full liquidation at 
maturity. Also, the law should specifically restrict such loans to those 


1 


which are to be liquidated through the short-term utilization of the 
timber 


3. 2069 would permit forest tract loans to be made only on forest 
tracts which are prope rly managed in all respe cts. lt is obvious that 
there can be wide variation of op inion as to what is proper manage- 
ment In our opinion there should be substituted for the require- 


ment that such forest tracts be properly managed a requirement that 
they be safeguarded by fire protection and insect and pest control. 

The appraisal of the timber tract should be made by a recognized 
timber cruiser or engineer, and the law should so require. The 
appraisal should be based only on the value of the economically mar- 
ketable timber of sufficient maturity to insure a sa lvage value of not 
less than 40 percent of the full appraised value in the event of fire. 

If the changes we have suggested are inc orporate odin S. 2069, this 
office will have no objection to its passace. This is a new field of 
activity for commercial banks and it is our view that it should be 
approached with caution. Should the experience of banks which 
make timber tract loans under the conditions we have suggested be 
favorable, possibly some liberalization of the requirements could 
then be made. In the absence of any such experience, however, we 
would recommend that legislation permitting national banks to make 


timber tract loans be somewhat more restrictive than is S. 2069. 


These views of the Comptroller’s office have been developed after 
much study of the problem and consultations with bankers in various 
parts of the country. 

Senator Bricker. Any question? 

Senator Payne. Mr. Chairman, I would like to inquire. On page 4, 
you mentioned the appraisal. That the appraisal should be based 
only on the value of the economically marketable timber of sufficient 
maturity to insure a salvage value of not less than 40 percent of the 
full appraised value in the event of fire 
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In the event of fire, would it not be a pretty difficult thing to 


establish that percentage? 


Mr. Taytor. It may be very difficult, sir, and that is quite a 
restrictive provision, but some little research that I have made on 
the subject of timber tracts and timber problems would indicate that 
in the case of mature timber, that the salvage value after a fire would 
return usually around 60 or 70 percent, which possibly would be the 
be used for fixing a value such as indicated in this 


basis that might 
paragraph. 

Senator Payne. Would vou think that a term of 3 years, putting’ 
the maturity of the loan down to a 3-year basis, would be a sufficient 
incentive for it, what we call new conservation methods and the 
a We gc to reforest some of these lands and develop them 
exactly as we do agricultural lands, and so forth? 

Mr Saat Possibly not, sir. Our approach to the problem, as 
vou can well judge, is to try and have these loans set up on the basis 
that —— represent sound assets for commercial banks, particularly 


national | inks, tO aequire 

We feel ths ut the ‘re is some very good reason why the loans shouldn’t 
run tor a term o7 10 vei We think a 10-year term is out of line 
with national bank practices A 10-year loan on timber tracts, as 


we see it, is not suited or well adapted to the loan portfolio of a com- 
mercial bank 

That is the reason that we suggested that the maximum period 
these loans be permitted to run would be 3 years. 

Senator Payne. I happen to come from a State that has a con- 
siderable forestry operation and one of the ditficulties I have observed 
in the past has been that because of the fact that nothing of this 
nature was available, or wasn’t allowed under the law, actually 
worked against what we consider sound conservation practice. In 
other words, a person would get a hold of a tract of forest land, they 
had been paving the taxes upon it, they had been taking their risk 


4 


on fire and other items, and, therefore, the minute they con ild grettoa 


point of maturity where they could cut, they would just cut the wide 
es niga over, without any regard to good forest nagement 
principl They just figured that, well, under the circumstances we 
might as well get it over with and out of the way. Thank the Lord, 


e have changed that approach ar ‘ = ive gone into selective cutting in 
recent years more than we used to e have gone into reforestation, 
putting the seedlings in and starting to build it up afterward so as to 
assure ourselves of having a steadier vear-in and vyear-out crop, as 
it were. It seems to me that this type of a measure should encourage 
people to go ahead on sound forestry m: inagement, fe eling that that 
effort is valuable to the Nation. It is just as sound as it is to re 
fertilize agricultural lands, and so forth, hoping that you are not going 
to run into drought and all of the other things that come into the 
picture that wipe those out over night. 

Mr. Taytor. I think, sir, if it is contemplated oe at this question of 
loans on timberland will open up another fi ol ! of long-term credit to 
be handled by commercial banks, it seems to me that it should 
approached with a good deal of caution, because the bank has to 
maintain a certain degree of liquidity, it has to be able to meet the 
demands of its depositors, even under adverse conditions. There are 
various fields of long-term credit now available to commercial banks. 
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These loans on timberlands I think are quite different from a 10- 
year loan on a residential or an income-producing commercial property 
that is well improved. And I think our feeling is that if the banks 
are going to enter into this program, that they ‘should be pretty well 
assured that they know exactly what they are doing, that the various 
pitfalls that we can envision will be avoided. 

We recognize that the changes that the Comptroller’s office are 
proposing here to S. 2069 are pretty restrictive, but we feel sincerely 
that in trying to watch out for the interest of the banks that that is 
‘the proper approach that we as the supervisory authority should take. 

Senator Bricker. It would be a great help to the program of 
conservation if you do not limit these loans to 3 years. As I visualize 
it, you have got to have a longer loan to get a proper cropping program 
into effect. Where would you suggest that that money might be 
available if there were need for it? 

Mr. Taytor. Well, I think the insurance companies have gone 
into this type of loan that is being proposed here on a longer term 
basis, that is to a limited degree. 

There are probably other types of lending agencies. Frankly, 
don’t know where the credit would be available if the commercial 
banks didn’t make some provision for it, sir. But over the years 
there has been evidently some credit available, and to what degree 
and from what sources I frankly am not qualified to say, sir. 

Senator Bricker. | think there has been some available, of course, 
from companies that had adequate funds and were interested in 
conservation. Maybe as a side issue to their principal business. 
And then, of course, for some companies that is their principal business, 
and they have had to get an adequate supply of capita) to carry on. 

But I think it is an important problem in our country today. Our 
forest resources are rapidly depleting, and if we can find a way to 
handle it, it would be certainly in the national interest. 

Any further question? 

Thank you very much, Mr. Taylor. 

The next witness will be the Department of Interior, Mr. Walter 
H. Horning, Chief of the Division of Forestry, Bureau of Land Man- 


agement. 


STATEMENT OF WALTER H. HORNING, CHIEF, DIVISION OF 
FORESTRY, BUREAU OF LAND MANAGEMENT, DEPARTMENT 
OF THE INTERIOR 


Mr. Hornine. Mr. Chairman, and gentlemen. 

Senator Bricker. You do not have a prepared statement, have 
you, Mr. Horning? 

Mr. Hornina. No, I have not. 

Senator Bricker. Just proceed, then, as you wish. 

Mr. Horninc. I am Walter H. Horning, Chief of the Division of 
Forestry, Bureau of Land Management, Department of the Interior. 

We have jurisdiction over two and a half million acres of forest 
lands in western Oregon which are intimately intermingled with 
various forest lands in private ownership. 

As I understand it the bill before us, S. 2069, does not propose loans 
on Government timber. It is restricted to loans upon private timber. 
However, the program laid down by Congress for the management 
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of the lands over which we have jurisdiction provides for close co- 
operation in the management of forest lands, of private ownership 
with those owned by the Government. ‘Therefore, we do feel con- 
cerned with credit matters such as proposed in this pending legis- 
lation. 

We favor this bill as being a step in the right direction, aiding in 
the financing of long-term, well-managed forest management opera- 
tions. 

In our opinion the matter should go further and provide longer 
term credit than is proposed in this bill. The bill as it now stands 
would be very helpful in aiding companies to acquire forest holdings 
and properly manage them. They could use that property as a credit 
for raising the necessary capital for working capital purposes, and 
therefore it would be helpful. 

We would like to see an additional provision of some sort which 
would provide the longer term credit, such as, say, 30 years for the 
adequate financing of sustained yield operations. 

Senator Bricker. Will you just for the record tell us the program 
of the Government in its timber cropping? 

Mr. Hornina. The lands under our management are required by 
law to be managed on a sustained yield basis, which means that timber 
is to be sold and utilized approximately as fast as it can be replaced 
by new growth. So we have been at considerable pains to determine 
how much timber we have, its rate of growth, and then all that is 
discounted to some extent for the losses which occur from time to 
time, which may be caused by fire and insect damage. Then we 
control the sale and marketing of this timber to the rate which it is 
capable of reproducing perpetually. 

Cooperation between us and the private owners is designed to 
encourage the owners of the intermingled lands to carry out that same 
sort of program. 

The existence of the Government lands intermingled with these 
private holdings tends to provide a somewhat greater security for the 
holders of the private lands in that area, because they do not rely 
entirely on their own timber, they have access to large volumes of 
Government timber which, as I have explained already, is under good 
management. 

Senator Bricker. Any further questions? 

Senator Payne. Would you not also consider that this might, as I 
stated previously, lead to better conservation methods. Is it not 
most important to many of these States where large forestry tracts 
do exist, that we do see to it that the strippmg of land is eliminated 
just as far as possible because that is having a definite effect upon 
holding back our watersheds, which is resulting in lowered water 
situations in many sections of the country? 

Mr. Hornina. Yes; I fully agree with your point of view on that 
matter. We have been at considerable pains under the program 
laid down by Congress on the Federal lands to carry out that very 
sort of thing and to encourage in every way possible a management 
program of that sort on private forests. 

One thing that strikes me about the short term of this bill as being 
somewhat inconsistent with certain other things the Government 
does in financing is that in the towns and cities which depend upon 
forestry, it is very common for the Government to make loans of 
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20-year term or longer to people who build homes under the Federal 
Housing Act. 

Well, if something happens to the industries in those towns, if they 
were to go out of existence, because of the short term liquidation type 
of management that used to prevail—those loans would be on a very 
insecure foundation, and it does seem that the management of the 
resource upon which those loans and their security depend might well 
be on similar terms as to length of loan. 

Senator Payne. What would you think of the Government develop- 
ing an insurance program in connection with these loans that might 
stimulate the interest in providing loan facilities for this type of work? 
We spend millions of dollars now in trying to build up good conserva- 
tion practices, and to carry them out. Would this not be one of the 
finest v ays In which you could encourage private initiative to take the 
ball on the thing and develop it, because of the chance of coming under 
n, and to assure them in the long run that they are 
rn. ‘The loan would be paid under normal circum- 
dit not be a cheap risk for the Government to work 


} ] . . 
Such & oan prog;°ri 





stances, but wou 
out some kind of an insurance program in connection with these loans, 
the same as we do in man othe r fie lds? 

\ir. Hornina. | agree with you that would be highly desirable. 
Only recently certain private insurance companies have ventured into 


this field, and they have gone only to a very limited extent thus far. 


It is to be hoped that that may spread. Some sort of insurance is 
quite important. It would remove the dread that banking interests 
naturally have of long-term loans in that field. 

Senator Bricker. Possibly I should ask the Comptroller’s office 
about this, but what is the tax situation in regard to depletion of forest 


) 
lands 


Mr. Taytor. Sorry, Mr. Chairman, I can’t answer that for vou, sir. 


Senator Bricker. Of course, the Government pays no taxes on its 


public lands. 
Mr. Hornine. Well, the Government does make large payments in 
lieu of taxes. 


Senator Bricker. In lieu of taxes to the State and local rvovern- 


How are those fixed, do you know? 

Mr. Hornina. Well, that varies. Under national forests, in most 
gross mcome payable to the local States and 
counties in lieu of taxes. in one case, | believe a different system is 
effect, the payment rate being three-fourths of 1 percent of the ap- 
praised value of those lands, which were acquired from privtae owner- 
ship at one time. 

Senator Bricker. Do you know what the situation is in regard to 
taxes on the cropping of timberlands? Is there a depletion allowance 
by the Internal Revenue Bureau? 

Mr. Hornina. I am not able to explain that. 

One other point: On the forest lands known as the O. and C. lands, 
in western Oregon, the rate of payment in lieu of taxes there is up- 
ward of 50 percent of gross income, in one portion of the area. On 
another small land grant, which reverted to Government ownership, 
the rete of payment is tax equivalent, so that there are a variety of 
plans in effect, all the way from three-fourths of 1 percent of appraised 
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value to complete tax equivalent, and then beyond that to 50 percent, 
ona even as high as 75 percent of gross Income. 
enator Bricker. Any further questions? 
1 thank you very much, Mr. Horning. 
The next witness will be from the De ‘partment of Agriculture, Mr. 
H. R. Josephson, Chief, Division of Economics of the Forest Service. 
Good mi ring, 


STATEMENT OF H. R. JOSEPHSON, CHIEF, DIVISION OF FOREST 
ECONOMICS, FOREST SERVICE, DEPARTMENT OF AGRICUL- 
TURE 


Mr. Joseruson. Good morning, sir. 

Mr. Chairman, my name is H. R. Josephson, Chief of the Division 
of Forest Economies of the Forest Service, United States Department 
of Agriculture. I am eigen’ as a result of a request by the com- 
mittee for a statement regarding views of the Department of Agri- 
culture on S. 2069. ‘The Department was not asked to submit a 
formal report to the commitiee 

However, the Bureau of the Budget did request the Department 
to express its views to the Budget Bureau, and the De partment has 
done so. The Budget Bureau has also advised us that it has no obj c- 
tion to the De partment expressing iis views to the committee. Thus 
the statement I shall make is in accord with the ‘ position of the De part- 
ment and is made to the committee with the approval of the Budget 
Bureau. 

I should like to comment first on the need for forest credit. In the 
United States timber resources are being cut faster than they are being 
replaced by new growth. The level of timber growth, while steadily 
rising, is still well below the amount believed necessary to supply the 
lumber, wood pulp, and other forest products which this country will 
need in the future if population and national income continue to expand 
as generally expected. 

Senator Bricker. How much more rapidly is it being depleted than 
replaced? 

Mr. Josepuson. Our latest figures for 1945 showed that the cut of 
saw timber was about 50 percent in excess of the growth of saw timber. 
In terms of all sizes, including the small tre es, growth and drain were 
about equal. Since that time we believe that growth has increased 

Senator Bricker. That does not take into consideration the loss 
by fire, does it? 

Mr. Joserpuson. That m ae 's allowance for all loss by fire. 

Senator Bricker. Thank you very much 

Mr. Josupnson. In order to increase timber production so that tl 
United States will have enough timber in the future—of the right 





species, sizes and quality, and at the right time—a number of publ 
and private forestry programs have been developed to encourag 
the permanent management of private forest lands. Comprehensi 


programs of fire protection and insect and disease control hav 


been stea 


ly reducing the risk of losses on forest properties. KR 


search, education, and assistance to forest owners are helping solv: 
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many of the technical problems of timber farming. But forest 
production also requires capital and adequate credit. 

lor some purposes, such as acquisition and management of young 
stands of timber, lone-term forest credit is needed. S. 2069 would not 
provide such credit, nor is adequate long-term credit as yet generally 
available. S. 2069 would, however, make possible the shorter term 
credit that is frequently needed by forest landowners and timber 
operators We be liey eC such credit would tend LO encouragy’ improved 
management of forest lands 

Three-fourths of the commercial timberlands in the United States 
is in private ownerships of varying size. No information is available 


to show the spe cific needs for national bank credit, but it seems likely 
that a sizable number of the owners of the 345 million acres of private 

smmercial forests would utilize eredit such as envisaged in S. 2069 

SeCHAaLOr Bi ICKER How many acres ¢ i LOresi land in Government 
ownership? 

Mir. Josepnson. Most of the difference between 345 million acres 
private and 460 million aeres total. 

Senator Bricker. 115 million. 

Mr. JosepHson. 115 million acres. That includes Federal, State 


and county 

Senator Bricker. The Federal Government has been turning back 
to the States especially in the Middle West, mest of the forest pre- 
serves, has it not? 

Mr. Joseruson. There are certain lands, I think they are called 
land utilization areas, which were purchased during the depression 
vears as part of the resettlement program, and a portion of those lands 
have been or are being turned back to the States. 

Senator Bricker. | known the experience in Ohio. I think most 
of them have been turned back to the State now. Even those that 
were in Federal lands before. 

Mr. Josernson. I think that is true of the LU lands, but not in the 
national forests. 

To the owners of economically marketable timber a large new 
source of credit would be made available as a result of this bill. We 
believe that the demand for such credit would stem primarily from 
two sources: first, sawmills and other imdustrial concerns needing 
funds for land and timber acquisition, plant construction or repair, 
working capital, or refunding of debt; and, second, nonindustrial 
forest owners desiring funds for timber acquisition, development of 
forest properties, payment of death taxes, or other purposes. Such 
bank eredit presumably would be repaid from the proceeds of timber 
sales, but it is possible it might be repaid from other operations as 
well, 

We believe it would tend to reduce the possibility of heavier cutting 
than good management would dictate. 

During recent years there have been many changes in the condi- 
tions which influence the attitude of timberland owners toward man- 
agement of their properties. Fire and other hazards of forest pro- 
duction have been sharply reduced. Road construction and new 
types of road and logging equipment have made forests in most areas 
more and more accessible 

Increasing numbers of forest properties consequently have been 
placed under management to grow and harvest regular crops of timber. 
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In the credit field these striking developments have been recognized 
by life insurance companies, for example, which have begun making 
loans on managed forest properties. 

Senator Bricker. You do not know the amount of that credit 
that is available up to the present time, do you? 

Mr. JosepHson. Our understanding is that only a few loans have 
been made for fairly long terms, but this program is just beginning. 

Senator Bricker. Where have they been, in the Northwest? 

Mr. JosrpHson. Mostly in the South, we believe. 

The Pacific Northwest is the other great region where timber grow- 
ing is extremely promising for economic reasons, and we anticipate 
that if such credit is not already available there it will be very shortly. 
But that program is just beginning. 

With respect to the security of forest loans, physical losses from 
fire, windstorm, insects, and disease have been steadily declining. 
More than 85 percent of our private forest lands are now under 
organized protection from fire, and less than 1 percent of the protected 
area is now burned annually. 

Senator Bricker. How much have you cut down the fire loss? 

Mr. JosepHson. Not many years ago, I suppose we were burning 
6 or 8 percent of our forest area a year. 

Senator Bricker. Now, down to 1 percent? 

Mr. JosepHson. Now, down below 1 percent. 

Senator Bricker. That is a most encouraging thing. 

Mr. JoserHson. Very encouraging. 

Although still far from adequate, pest control likewise is improving. 
For the country as a whole, the annual loss from these natural causes 
is estimated at about one-half of 1 percent of the total volume of 
standing limber. 

And I would assume that on managed properties the loss through 
mortality is less than this average. 

An increasing proportion of such loss is salvaged, however, as in 
the classic case of the Tillamook fires in Oregon where more than half 
of the timber killed by fire in 1933 and subsequent years has already 
been salvaged, and operations to salvage more timber are still under- 
way. 

Senator Bricker. After there is a fire it is a very difficult problem 
to reforest that area, is it not? 

Mr. Josepuson. It depends upon the timber type. If the fire is 
small and there are adequate seed sources left, very often good stands 
of natural reproduction will come in. If the area burned is extensive, 
particularly if burns are repeated and there is no seed source nearby, 
it is very difficult to get new stands without planting. The State of 
Oregon has undertaken a very comprehensive program of planting on 
the Tillamook area that has been burned. I think they had three big 
fires there which had the effect of wiping out the natural reproduction 
which came in after the first fire. 

Fires still cause very great losses of timbers in terms of growth lost 
through destruction of seedlings, deterioration of site, and lower 
quality of damaged timber. However, in terms of economically 
perma timber on managed properties, such as those covered in 

. 2069, it appears that in relatively few cases should physical damage, 
ice allowance for salvage, but so great as to exceed the margin of 
safety between the amount of the loan and the value of the timber. 
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There is also some reason to believe that commercial fire insurance 
covering at least the loans on forest properties would be stimulated 
by a lending program of national banks. 

With respect to economic factors affecting timber security, the 
long-term trend of stumpage prices has been strongly upward. In 
view of the tightening supply situation for merchantable timber, of 
bigger sizes and higher quality and prospective long-term expansion 
in use of timber products, it does not appear that lending agencies 
need be unduly concerned that stumpage price declines would wipe 
out a reasonable margin of loan security. An active market for 
timber property and strong competition for timber sale offerings also 
suggest a rather high degree of liquidity for timber loans. 

It should also be stressed that with the exception of overmature 
trees, standing timber is an appreciating asset. In managed forests 
which are reasonably well handled, volume growth may be expected 
to average 3 to 5 percent annually, and value increment may be at a 
substantially higher rate 

Thus it appears that there is need for forest credit such as would be 
authorized by S. 2069, that conditions in the United States are 
increasingly favorable for timber farming on a permanent. basis, 
and that neither the risk of physical loss nor lack of economic security 
need stand in the way of an expansion of credit secured by the 
timber resources on managed forest properties. 

The Department of Agriculture is therefore in favor of the objec- 
tives of S. 2069. We also believe it would be appropriate to permit 
u namorti ized loans for a period of 5 years, as is the case with other 
real estate. We believe, too, that the terms of loans should not 
require re payment through liquidation of the timber placed as security 
but should be such as to encourage the sustained yield management of 
timber resources. : 

That concludes my general comments, Mr. Chairman. 

Senator Bricker. Is there any question? 

Senator Payne. I would just merely like to ask, Mr. Chairman, 
how many of the States do you happen to know have laws relating to 
slash disposal? 

Mr. Josepuson. It is my understanding that most of the States 
have now adopted fire laws, which cover such measures as slash 
disposal where that is considered of local importance. 

Slash disposal is not generally recommended in all States, in terms 
of piling, burning or otherwise disposing of slash, but protection is 
usually obtained taro ae having fire breaks, prompt action to suppress 
fires once they break out, prompt detection of fires through towers 
and aireraft, and other means. Those measures to detect and suppress 
fires have been improving very rapidly during the last decade or so. 

Senator Payne. Have you found considerable increase in the 
activity that was established within recent years in the Department 
of Agriculture on small lot management? 

Mr. JosepHson. You say increased interest? 

Senator Payne. Yes 

Mr. JosepnHson. We have found in all cases where we have so-called 
service foresters, which are maintained in cooperation with the States, 
usually through the State forester, that the demand for his services 
far exceeds his ability to meet those demands. 
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Senator Payne. I know I have found it true in my State. It has 
been increasing steadily, and there has been a greater interest on the 
part of small-land owners of taking advantage of it. They are fol- 
lowing good methods as a result. 

Mr. Josepuson. That is right. So far the service foresters have 
covered only a very small percentage of the total private holdings. 
There are nearly 4 million ownerships altogether in private holdings, 
and it has not been possible to reach very many of these owners. 

The industry, too, has also made services available in many areas 
through its contractors and through its foresters to encourage the 
small operators and owners to practice better management. But 
both programs together are not reaching a very large percentage of 
the total. 

Senator Bricker. This is off the record. 

(Discussion off the record.) 

Senator Bricker. Thank you very much, if there is no further 
question. We appreciate your contribution. 

Next will be Mr. Marshall N. Dana, president of the United States 
National Bank, of Portland. 


STATEMENT OF MARSHALL N. DANA, PRESIDENT, UNITED STATES 
NATIONAL BANK, PORTLAND, OREG. 


Senator Bricker. Mr. Dana, we are glad to have you with us. 

Have you a prepared statement? 

Mr. Dana. I have one I will use as a basis 

Senator Bricker. All right, go right ahead 

Mr. Dana. My name is Marshall N. Dana, assistant to the 
president of the United States National Bank of Portland, and the 
chairman of a so-called timber collateral committee of the Oregon 
Bankers Association. 

The test of this legislation, \[r. Chairman, and Senators, will be 
its service to the forest industries, with a sound collateral that will 
insure repayment of loans to the banks. More realistically, a credit 
fitted or geared to forest practices as they have been improved, because 
very obviously and in routine experience, the present regulation of 
the Comptroller of the Currency, excluding standing timber as a 
bank credit, belongs to another day. 

If loans are going to be applied realistically, one operat lo: 1 that has 
not been spoken of by previous W itne sses is the matter of thinning 

Senator Bricker. Matter of what? 

Mr. Dana. Thinning moving in upon a growing forest tract, and 
the removal of the weaker trees or the smaller trees and their use as 
pulp or for byproducts of the forest industries. That permits a 
revenue. At the same time it accelerates the growth of the trees. 
So that by recurrent thinning you will emerge in the end with the 
revenues necessary to operation and profit, and the repayments of 
loans, and you will have an increment of growth that represents an 
asset greater than at the beginning. 

Now the Deputy Comptroller stated that this should be applied only 
to mature trees. We think that it should be applied realistically to 
the forest operations, where there is demonstrably a sound credit. 

And another situation with which we deal practically is that of 
infestation. There are infested areas. Proper credit would permit the 
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removal of infested trees and their conversion into revenue and ability 
to repay loans, and in addition protect the remainder of the forests 
from further infestation. 

The protection of the trees from fire is a legitimate cause of credit, 
we think. We have learned from experience over a good many years 
and in those years the fire danger has been greatly reduced by organ- 
ized protection—that fire may kill the trees. It does not destroy the 
lumber. And we have found that out particularly in the Tillamook 
burn of Oregon, where they have, since the original fire of 1933, 
covering 300,000 acres, actually salvaged more than the appraised 
destruction or killing of trees, and they have still several billions of feet 
to take out, and after this lapse of time. 

I wanted to approach this matter, Mr. Chairman, from the stand- 
point of public interest. For many years I was editor of the Oregon 
Journal in Portland, and to consult the public interest is a habit of 
thought. This is an amendment in the public interest. It will help to 
modernize bank credit to meet the needs of modernizing forest practices. 
It will cure an anomalous situation. 

At the present time loans may be made on logs, sawmills, and timber 
products, but loans have been forbidden on the tree, which is the source 
of all the credit. The regulation promulgated by the Comptroller of 
the Currency, which classifies standing timber as unimproved real 
estate, and hence ineligible for national bank credit, belongs to the 
time when the cut-out-and-get-out method of forestry was prevalent. 
With the improvement of forest practices, this regulation is not only 
outmoded and obsolete under existing conditions, but stands as a 
barrier to the program for the future of forestry, which contemplates 
the continuous production, cropping, manufacture, and marketing of 
forest products. 

While the amendment to section 24 of the Federal Reserve Act 
applies directly to the timber-producing States, it will create an 
indirect but tenetble benefit for States consuming timber products 
due to the fact that it will aid in establishing a sound economy for 
the timbered states and enhance their service to the timber-consum- 
ing areas. 

The amendment has the unanimously voted support of the Oregon 
Bankers Association and of the Washington Bankers Association. 
These two States contain the nation’s greatest pool of standing soft- 
wood timber. 

The Florida Bankers Association has taken a strong position on 
behalf of authority to make loans on well-managed and protected 
forest lands. ‘Florida,’ the Florida Bankers Association states, “is 
second only to Oregon in total forest land area.”’ 

It should be stated that the amendment, when passed, is not com- 
pulsory. It will widen the latitude in making loans, but will not 
affect the exercising of judgment in making loans upon their merits in 
specific causes. 

Experience demonstrates that the credit base for managed and 
protected forest land is sound. Figures supplied by H. R. Josephson, 
Chief, Division of Economics of the National Forest Service, show 
that the average stumpage prices of timber cut on the national forests 
for the Pacific Northwest increased from $2.68 per thousand board 
feet in 1940 to $15.68 in 1952. In the southern region, from $6 in 
1940 to $17.44 in 1952. 
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Great progress has been made in the protection of private and 
State forest lands from fire. In 1931 the area protected was 54.1 
percent, or 227,578,000 acres, and the protected area burned was 1.69 
percent, or 3,842,000 acres. In 1952 the area protected had increased 
to 85.2 percent, or 363,414,000 acres, and the area burned 3,056,000 
acres, or 0.84 percent. 

In a letter to me dated May 15, 1953, Mr. Josephson writes: 

There is need for forest credit on ms naged forest properties tf the type 
under consideration. It appears that neither physical nor ec 
stand in the way of its successful development at this time, bu 
contrary conditions for such development are favorable 





And | rave you the Tillamook reference | would like to clive it 
ina little more detail. 

An outstanding example demonstrating the fact that where fir 
occurs it may kill the timber but not destroy the marketable values 
will be found in our own State of Oregon where the Tillamook fires 
of 1933, 1939, and 1945 burned over a total of 300,000 acres, with an 
estimated kill of 11 billion feet, from which there has now been sa 
vaged more than the total estimate of fire kill, and several billion 
feet more are estimated to remain as salvable 1 

Senator Bricker. What is the cause of most of these fires; lightning 
or matches or what? 

Mr. Dawa. Lightning ts the principal cause. Carelessness has been 
a principal cause, but that has been very greatly reduced, Senator, 
due to the “Keep Oregon and Keep Washington Green’? movements, 
and admonitions and appeals to the public 

There are manv and recurrent instances where banks are embar- 
rassed in servicing their customers in the matter of timber loans 
because of the Comptroller’s protective regulation 

The amendment to section 24 of the Federal Reserve Act is sup- 
ported by key bankers throughout the Pacifie Northwest region from 
which I come 

A tvpical quotation will be found in a letter addressed to L. A 
Jennings, Deputy Comptroller of the Currency, on June 4 by E. ¢ 
Sammons, president of the United States National Bank of Portland. 
He states: 


unber 


Forest products comprise the very bone and sinew of our basic econom) Our 
experience shows that logs as well as dimension lumber, plywood, shingles, and 
other products of trees are merchandise, and are recognized collateral with a 
liquidating value. Standing timber is the source of all of these items, and the 
present standing-timber loan is not considered as acceptable bank collateral. In 
other words, we can finance the log but not the tree 

I believe that the proposed amendment which Senator Cordon has introduced 
would make it possible to make these loans and help to stabilize the forest- 
products industry which is the most important single segment of the State’s econ 
omy. Heretofore we have had to depend upon the value of the sawmill and 
equipment as a basis for loans, rather than for timber, but as a practical matter 
of fact, the timber, properly selected and suitably located, is the more valued 
asset of the two. 


I also wish to quote from a letter dated July 17, 1953, to Senator 
Guy Cordon by Clifford C. Clarkson, vice president of the First Na- 
tional Bank of Portland, and president of the Oregon Bankers Asso- 
ciation: 


We hold that the original reason for withholding bank credit from forest land 
has been removed where the forest is well managed and protected from fire and 
pests. 
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experience has demonstrated that timber is a crop which can be placed upon 
a basis of cont is production assuring its future prosperity, and that of this 
region, if allowed the credit standing to which it is entitled as the source of all 
other va the fore istri¢ 

We believe that forest industries in the future can be stabilized and increased 
by orderly harvesting and marketing, aided by proper credit facilities. 


The amendment to section 24 of the Federal Reserve Act permitting 
national banking associations to make loans on forest tracts has high 
economic value to the forest industries and to the timber-producing 
States. It will permit increased and wholly sound expansion of cur- 
rent facilities on the part of national banks. 

It has no controversial or political phases. The only obstructions 
that we have encountered to the passage of the amendment are tradi- 
tion and resistance to change. But change is inevitable, and in this 
instance constructively toward keeping credit facilities and bank 
service in step with improved forest practices. 

Senator Bricker. Thank you very much, Mr. Dana. 

Is there any question? . 

Senator Gotpwater. Mr. Dana, you are a banker. These low 
losses which we have heard quoted as 0.84 of 1 percent, and an overall 
loss of around 1 percent by fire and natural causes, how do those 
compare with vour loss expectancy on other loans that you make, say, 
oncrops? What I am getting at is the natural loss in crops anywhere 
near these figures? 

Mr. Dana. The grain crops, Senator Goldwater, are vulnerable 
to fire and to pests. You loan on livestock, but it can be rustled 
and driven away in the night. If you burn a home upon which credit 
is firmly established, you have to rely upon insurance for salvage. 

If you have a fire in the forest, you can salvage the timber and get 
your income there 

| would say that the comparison is very favorable to the managed 
and portected forest tracts 
enator GoLpWATER. You as a banker have taken that into con- 


sideration, and you feel that your chances of loss, making a loan on 


forest land with timber on it, would be no greater than the losses you 
might expect on a crop toan or a loan on a home? 

Mr. Dana. No greater hazards, we think under modern forestry 
pri { tice NS 

Senator Gotpwater. Let me pursue this just a little bit further: 
How would you say that the recovery expectancy would compare 
on a loss on a home or a loss on a crop as compared with your rather 
high figures stated on recovery on forests? 

Mr. Dana. If I may change the word, our salvage expectancy is 
ereater on the forest tract, because we do have the timber to salvage 
and turn into merchantable wood products 

Senator GotpwarTer. Actually, then, in those respects, timber 
loans are a little more sensible than many of the loans you now are 
allowed to make on cattle, crops, and so forth? 

Mr. Dana. That seems a realistic observation to me. 


Senator GOLDWATI Chat is all 
Senator Bricker. Thank vou very much, Senator Goldwater. 
Thank you very much, Mr. Dana. 


Mr. Dana. Thank you, Senator. 

Senator Bricker. The next witness will be Mr. Stuart Moir, 
president of the Western Forestry and Conservation Association. 

Mr. Moir, glad to have you. 
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STATEMENT OF STUART MOIR, FOREST COUNSEL, WESTERN 
FORESTRY AND CONSERVATION ASSOCIATION 


Mr. Morr. Mr. Chairman, I want to make one correction. I am 
not president of the Western Forestry and Conservation; I am merely 
the forest counsel for that organization. The president is Mr. E.'T. F 
Wohlenberg, who is vice president and general manager of the Mason- 
ite Corp. That is merely to keep the record straight. 

Senator Bricker. Somebody handed me a slip here that said you 
were president. 1 was just reading from that slip. 

Mr. Morr. | haven’t reached that high estat 


! am forest counsel for the Western Forestry and Conservation 
Association. This association is a 44-year-old organization. During 
its lifetime it has been active in developing, supporting, and guiding 
constructive forestry programs in the West. The membership repre- 
sents a cross section of all segments of the forest industries, pulp and 
paper, lumber, plywood, forest-land owners, tree growers, large and 
small, and representatives of the public agencies 

The subiect of forest eredits has peen dis issed a id resoly ed upo!l 
western forestry conferences for many vears. The bill we are dis 


cussing today, S. 2069, introduced by Senator Cordon, is a forward 


step toward the realization of one of the association’s objectives to 


advance forestry throughout the West. And with forestry advance 1 
the West you have that progress reflected throughout the cour wry. 
We regard this measure as a proposition whereby loaus may be mad: 
not for liquidation purposes, but for 1 nprovement d ‘velopment, and 
stability of the forest properii li will lead to conservation a 
development rather than to liquidation and “cut and get out.” 
The age-old saying, “If we take care of the forests, the forests will 
take care of us,” has become well recognized as the motto for the 


industries dependent upon the foresi crop and tree growers throughout 
the United States. Che growing of trees on woodlands, as symbolized 
by the tree-farm movement, 1s first-hand evidence that timber can and 


is being grown as a profitable crop. 


We hear much said of the aeed Ol helping the SMaii POvaLto Lrowel 
or cov_Lon growers OI other growers of consumer pro lucts, and here 
we have a bill that is going to be of advantage to the tree grower. 


id 
i 


rt. 4 : ] = ] i +l ’ is 
ihe sustaled economic development of the Nation d ‘pen 10t 


only upon the sound use of the natural resources to lay, but also upon 
the measures taken to provide for adequate resource supplies, and 
foremost among these requirements, is trees for the future. All 
forest-land owners and tree Lrowers, whether they raak as little- or 
big-tree growers, should be encouraged to make their maximum con- 
tribution toward meeting the future demands for forest resources 
Growing tree crops in ample supply is essential to the well-being and 
prosperity of the Nation. 

We want to develop the forests as a managed asset. 

The ruling of the Comptroller that has been made, I think, was 
useful at the time it was made, but today it is obsolete. 

The trees themselves, however, in the form of standing timber, 
according to the ruling of the Comptroller of the Currency, are not 
acceptable as collateral for a national-bank loan. 

Today there is great impetus behind the tree-growing program. 
It is an opportune time for banks to give their support to forestry. 
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The problem is to meet the credit needs of landowners engaged in the 
enterprise of growing trees as a crop and of assisting the flow of capital 
investment into forestry in accordance with wise banking practice. 

This bill by Federal action will remove the roadblocks and make it 
possible for national banks to provide the credit to meet the require - 
ments of the expanding tree-growing program. As one prominent 
banker expresses it: ‘‘Now is not too soon to consider how our insti- 
tutions of credit may be geared to the requirements of forestry.”’ 
In ori bring the banking law up to date with the progress in forestry. 

‘ter all, the forest crop isn’t any different from any other crop 
ae ‘that it takes a longer time to grow it. If a forest is being 
handled under good principles, it certainly is an nCOMe property 
under the present economic conditions. It isn’t likely that timber 
values will drop very much during the next 50 years. It seems as 
though the tendeney will continue to go up for some time yet. 

In all of the forest-growing regions of the Nation there is enough 
growth so that the lands under good forest management can be 
developed into good income properties. 

The economic status of our little forests is rapidly changing. It is 
the little forests we have in mind in connection with this bill. Ordi- 
narily when the public thinks of forest land, they think in terms of 
large acreages, but the facts reveal that over 99 percent of the owners 
of forest tracts are in the little-forest class. The average ownership, 
nationwide, is 82 acres for all ownership of private commercial forest 
land. In the so-called small ownership category, that is, ownerships 
under 5,000 acres, the average acreage owned is 62 acres and this 
accounts for 76 percent of all our privately owned commercial forest 
land and 57 percent of all commercial forest land in the United States. 

These forest tracts, the little forests so-called, comprise an important 
group in the forest economy of the Nation. ‘To this group of little 
forest owners we must look for a large measure of the national wood 
supply. These properties are generally the most accessible, their 
crop most easily harvested, and they possess a high potential produc- 
tive capacity. The little forest owner and the small investor in forest 
land are the keymen in supplying trees for tomorrow. 

Tree growing, like any business, needs financing. The individual 
who has put his forest resources and effort into a tree-growing enter- 
prise may need bank credit from time to time. Under the limitations 
imposed by existing interpretatons of section 24 of the Federal Reserve 
Act, National Banks are not permitted to accept forest tracts as col- 
lateral for bank loans 

As a consequence of this limitation, expansion of forest properties 
in many cases has been drastically curtailed and their management 
and improvement restricted. Channels of private credit, to enable 
the landowner to do the necessary things, should be opened up. Since 
forests are an economic asset, national banks should be permitted to 
accept managed and protected forest tracts for loan purposes. There 
is a demand for credit adapted to the needs of forest management. 

Now, during the past 30 years there have been several proposals 
made for the establishment of forest credit, through the various agen- 
cies of the Government. 

We have the current recommendations for Government action, as 
revealed in the recent material policy commission report, the so-called 
Paley report, which called for a national system of forest credit. That 
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report was concurred in by the National Security Resources Board, 
issued last December. 

The bill we are considering today is of far-reaching national im- 
portance. The broad interest in the productive use of our forest lands 
and the character of our forest problem justifies that the way be 
cleared by Federal action to make it possible for national banks to 
provide credit facilities to meet the requirements of tree growers. 

As one banker has stated, ‘‘This legislation will have great collateral 
value. The very fact that national banks are permitted to accept 
mortgages on standing timber within their proper sphere for short 
loans will encourage savings banks, insurance companies, and other 
long-term lenders to do the same for long-term loans,”’ 

Landowners, financial institutions, forest industries, and forest 
agencies, private and public, many of which are represented here 
today, all recognize the valuable contribution which this legislation 
will make to the progress of forestry in the United States. ‘The time 
is ripe and the economic conditions favorable for its successful 
operation. 

There is one point I would like to bring before the committee, 
namely this bill is purely permission legislation. It proposes no new 
bureaus of Government, nor does it call for an appropriation of money. 
Credit facilities will be maintained within the established banking 
institutions, rather than has been proposed in years past to have 
facilities established under the administration of a Government bureau. 
We feel that a forest-credit agency created under Federal auspices is 
not needed at this time. This bill will help the landowner to operate 
in the most effective way, contribute to the orderly harvesting of the 
tree crop, safeguard the forest capital, and assure the sustained growth 
of the forest. 

In light of these facts, the Western Forestry and Conservation 
Association urges that this committee and the Congress give very 
serious consideration to Senator Cordon’s bill, which would amend 
section 24 of the Federal Reserve Act so that managed forest tracts 
can be used as collateral for loan purposes. 

Senator Bricker. Thank you very much, Mr. Moir. 

The next witness, I see Congressman Ellsworth has come in the 
room. Will you make a statement for the record, Congressman 
Ellsworth? 


STATEMENT OF HARRIS ELLSWORTH, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OREGON 


Mr. Extitswortn. Thank you, Mr. Chairman. I appreciate very 
much your putting me on at this time, because as you know, we are 
in session at 12, and have things going on over on our side of the 
Congress. 

Senator Bricker. We hope you are coming down to the end. 
I know how busy you are. 

Mr. Evtsworrn. Thank you, sir. 

Mr. Chairman, | introduced in the House an identical bill with the 
bill now under consideration. The number of my bill is H. R. 5603, 
and as I said, is identical with your 5S. 2069. 

The essential factor about this legislation is that it will serve the 
purpose of bringing the Federal Reserve Act up to date with the 
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technological developments in the forestries. Prior to 1937, I think, 
such legislation as this would merit very little consideration, because 
one of the important factors on bank collateral, as I understand the 
term, is marketability. Prior to 1937 marketability of standing timbe1 
was subject to certain very rigid facts. Either it had to be closely 
adjacent to a mill or it had to be on a logging railroad. In either 
ease the marketability of a tract of timber privately owned, prior to 
1937, would be very poor. There would be no real opportunity for 
competitive bidding and for the usual bargaining and negotiations 
with respect to the sale of a commodity which would be classified as 


1 1 
1 4 


collateral for a bank loan 


[In 1937 or immediately after, an invention was made which com- 
pletely revolutionized the logging industry, particularly the logging 
industry in the great Northwest. That invention was the pneumatic- 
tired logging truck, and since 1937 nearly all logging has been done 


with pneumatic-tired logging trucks 


The way that invention affects this legislation is simply this: that 


now anv tract of tanding tin ber, and a ming, of course, that no 
banker in his right mind would attempt to make a loan on timber 
which was so isolated as to be unmarketable, but anv tract of timber 
Th it onlv ean be ma ‘ qa tit cat be marketed oa a competitive 
market. Therefore, there has come to this asset the needed quality 


to make it collateral for a bank I an, and that is marketability. 
So that under present conditions, if | owned a tract of timber and 


needed in connection with my business to negotiate a bank loan, it 


would be perfectly safe for the banker to include that tract of timber 
;a part of the collateral offer for such a loan. Both he and I would 


know that should it be necessary for him to foreclose, to collect on the 
collateral, he could immediately take over such tract of timber as I 
had offered and put it up for bid It would have a sizable number of 
bids and could be marketed and liquidated immediately. And that, 
I think, Mr. Chairman, is one of the most important factors involved 





m this bill It is new at this time; it was not, of course, int luded In 
es a ’ : ; ra 

tne ¢ orinal t ederal Reserve Act, and it 1s nee led. It is a little bit 

late, but it tak time to learn how a new invention such as tl 


pneumatic-tired logging truck alfect trade, commerce, and economics 


* 


: | ] | 4 r 
Now we have proven it, the truck-logging method has beea proven, 


making all timber available for ready marketing on a con petitir , 
bid basis Therefore, | 
ment be incl 

Senator Bricker. Thank you very much, Congressman Ellswort 
for coming over. We appreciate your statement. 

Mr. Exitswortn. Thank you very much. 

Senator Bricker. The next witness will be Mr. Carvel Linden, 
Chamber of Commerce of Portland, Oreg 

Mr. Linden 

[Is Portland in vour district, Congressman Ellsworth? 

Mr. E.tswortn. No; I represent the southwest corner of the State. 
Most of the timber is in my district. 

Senator Bricker. That is what I was going to say. You are 
really in the timber section 

Mr. Ettsworrn. Yes; | believe it is correct to say that in the 
district that I represent there is about one-sixth of all the standing 


] 


hink it is right and proper that this amend- 


t 
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1ded in the Federal heserve Act 
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timber left in the United States. So this bill is rather important 
to us. 

Senator Bricker. You are really vitally interested. Thank you 
very much, 


STATEMENT OF CARVEL LINDEN, CHAMBER OF COMMERCE, 
PORTLAND, OREG. 


Mr. Linpen. My name is Carvel Linden; I am vice president of 
the United States National Bank. 

I am a former national bank examiner with some 14 years’ experi- 
ence in examining books on the west coast and the southeastern sea- 
board. Also, at the present time I happen to be president of the 
Portland Chamber of Commerce, but happily there are only 5 more 
months to go. 

The inability of banks to extend credit on the security of the 
standing timber is a distinct handicap in their effort to serve the 
sound needs of one of the principal industries of the west coast. 
The tangible value and marketability of standing timber has vastly 
changed over the past 2 decades, mainly for the following reasons: 

(1) Greater nationwide use of lumber. In 1930, lumber produc- 
tion on the west coast totaled 11,660 million board-feet. Nationw ide, 
the production was 26,517 million feet. 

In 1951, west coast preduction had inereased to 20,159 million 
board-feet, or practically double the 1930 production,whereas national 
production amounted to 38,488 million board-feet. 

(2) The development of new products in which wood is the basie 
material, such as plywood, building cardboard, and its use in the 
manufacture of pulp and paper. 

(3) Continuous reduction in the available supply, which tends to 
create greater tangible value. Oregon contains approximately 40 
percent of the remaining supply of timber. 

Today there is a ready market for all well-situated timber, whether 
it be in large tracts or in small so-called woodlot stands that are 
found on many farms in our area. 

The farmer today has a valuable asset in his woodlot, in that such 
timber has a ready market for use as pulp material, if not for the manu- 
facture of lumber. 

As a national bank examiner conducting examinations of banks in 
the west coast area up until 1934, I should not have been able to 
make the foregoing statements as to the desirability of standing 
timber as security for bank credit. New developments in the broader 
use of wood had not yet occurred to a major degree, and the mar- 
ketability for timber was lacking. 

The advent of forest sustained yield management and scientific tree 
farming have enhanced the intrinsic value of standing timber. 

A primary need of the industry today is to have credit available to 
purchase blocks of timber for manufacture, such loans to be retired as 
the timber is cut and removed. The credit therefore is self-liquidating. 
For the most part, liquidation occurs within a 5-year term, but con- 
ceivably on a very large lumber operation, a longer term of time would 
be required. Under such a condition, the usual requirement of amorti- 
zation of loans would be in order. 
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In discussing the Comptroller’s recommendation of a 3-year maxi- 
mum term, I believe that many cases of need for credit would not be 
served by such a short term. 

Banks today are often obliged to circumvent present regulations by 

icating credit on the security of sawmill equipment and buildings, 
which are in effect merely the tools with which to manufacture the 
basic raw materials. I submit as a comparison another type of loan 
which is permitted under present regulations. That is a real estate 
mortgage loan on the security of grazing land used in the sheep indus- 
try. These lands have value only as accessories or tools with which 
to service the basic industry of raising sheep 

I doubt whether the Comptroller’s office fully comprehends the im- 
portance of the wood-products industry to our State, nor this change 
that has taken place in the industry. The importance of this legisla- 
tion to us is pointed up by the fact that the wood-products industry 
is the largest producer of income to our State and employs the greatest 
number of people, approximately 90,000 out of a total of 160,000 indus- 
trial employees. It seems, therefore, wholly inconsistent that the 
basic raw material, standing timber, at present should be without 


collateral value for credit purposes 
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ler’s office visualizes banks making loans on 
for lumber manufacture, whereas the pulp 
jor! arket, especially for the small so-called 


woodlot stands that are found on many farms tm our area 





mills have beeor le 2a ma 





Perhaps also fearful that the less intelligent banker might use this 
law unjudiciously. Although I am weil acquainted with the basis 
for the Comptroiler’s ANX1et in this re spect, 1t 18 unreasonable to 
assume that such a permissive law would be abused more than is 
possible under section 24, which permits real estate loans on any type 
of improved property, I rdless of its desi atmlhtv as ollateral security 

There seems to be, therefore, little sound reason for anv apprehen 
sion 1 th espe {) Kt nainl vith two 

pes of joa { 5 Lae ar | on of timbd that 1 
Lo ( 1? } qd within ! 3 Lirt ire ( lOai mud tol 
th ) ld ) 1 i ~~ + i a ‘ 
could ! } i which wo ‘ he ¢ ( ( ( } 
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Che amendment should read that at tine should the remaining 
} ketable timber have a value less than 40 percen t the original 
appraised value thereof bis would assure a mimimum as well as 
a maximum liquidation, dependent on the quantity of timber cut. 

Loans should be limited to not over 40 percent of appraised value 
of marketable timber The term for loans of the \ type should 
be 2 years without amortization. The term for type loans should 


be a maximum of 10 vears, in any event not less than 5 years, and 
those loans should be amortized at least 10 percent per annum. 

The banks should be permitted to make loans of this type in the 
aggregate not to exceed 50 percent of the capital stock and surplus. 
That means that a bank with a capital surplus of $200,000, which 
would have probably deposits of from $2 million to $4 million, could 
not have loans of this character in their portfolio of over $100,000. 

There are a few examples of loans which we have been forced to 


decline which I should like to put into the record 
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Fred M. Martin, Toledo, Oreg., an experienced logger and a cus- 
tomer of this bank, ae a statement showing $15,000 cash on 
hand ; total debt of $13,350, and a net. worth of $119,050. 

This person’s assets are very largely represented by logging equip- 
ment, tracts of timber owned and unencumbered, and felled and 
bucked logs. 

Mr. Martin at the time was logging in the Bandon area and had an 
opportunity to acquire in that vicinity about 5,600,000 feet of well 
situated timber, of which about 1,500,000 feet was premium Port 
Orford cedar. The timber to be acd uired was supported by a new 
cruise made by a registered cruiser. The purchase price was $50,000, 
which is an average of about $9 per <a ts Based on the going 
price of timber in that particular area, the property was undervalued 
at $9. It was being sold by a mill owner in the area who was pressed 
for cash working capital. The timber to be purchased was to be 
logged and marketed within an 18-month period. 

Our ability to grant a $30,000 loan on the security of this timber 
would have permitted Mr. Martin to acquire the property. The 
transaction in this instance would have been a sound bank credit 
because of the integrity of the maker, his proven ability as a logger, 
marketability of the product, and outside financial responsibility 
of considerable substance. 

The bank was obliged to turn down the loan because of inability 
to secure the loan with eligible collateral. 

Ace Logging Co. operation consists entirely of logging self-owned 
timber and selling the logs on the market or contracting the sale of 
the logs to a mill. The company is devoid of timber holdings. 

Application is made for a loan of $40,000 which with like amount 
of own cash will be used to make full payment for standing timbe 
which will be cut and marketed in sufficient quantity to repay the 
bank within 6 months. 

Federal regulations will not permit the bank to take timber as 
security. 

Financial statement shows worth of $80,487 against total liabilities 

f $89, 125, of whi ch $52,165 1s owing to stoe kholders of the corporation 
waa can be subordinated. 

ree logging ¢ eq uipment offer red as security is valued at $46,700 
This does not provide a satisfactory m argin for a loan of $40,000. A 
satisfactory margin would be available if we were permitted to take 
a mortgage on the timber. 

Western Oregon Pine, Inc. The above re presents a family opera- 
tion of a moderate size sawmill which has been cutting mixed fir 
and pine lumber for many years with better than average results 
profitwise. These earnings have largely been invested in timber 
which they now value at a total of approximately $675,000. There 
has never been an attempt to erect pretentious plant facilities and 
these have a present value, including some logging equipment, of 
only $45,000. 

In order to avail themselves of planer and dry kiln facilities which 
they did not own, they joined with other interests investing about 
$150,000 as their share and constructed dry kilns and a planer. The 
other party now wishes to withdraw and the bank has been asked to 
consider a loan in the amount of $200,000 for the purchase of this 
interest and to provide some working capital. 
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The plant facilities being acquired cost approximately $200,000. 
This together with the modest sawmill plant does not represent 
sufficient vallatial value to justify the requested loan. No reliance 
ean be placed by the bank on the substantial timber holdings because 


the Federal Reserve Act will not permit member banks to lend on 

mberlands. As a result this will be a very difficult loan application 
for the bank to act on favorably and it may be necessary for the appli- 
cants to sell some of their timber in order to raise a part of the money 
needed. This wedid’ be an undesirable step since a reduction in the 
timber reserves en lower the value of the sizable plant investment. 
[f the bank could tie the timber into the transaction along with other 
ollateral it would bh »a much better chance of favorable action. 

Foresigned Lum ks rT ‘ : A very successful concern that has been a 
rood customer ovet a period of years. An up-to-date mill plant valued 
at $542,000, against which the bank has a mort¢a » secure $150,000 
loan, payable in 36 monthly payments. voveeds of this loan 
vere used to purchase timberlands which will be logged over a period 
of is as needed Besid this loan the bank is committed for 
£25 OOO unsecur i] for current operations 

Che term loan of $150,000 had been closed only a couple of months 


when the company had an opportunitv to purchase, at what was 





onsi¢ la very reasonable figure, timberlands joining timberlands 
already owned. The acquisition of these additional timberlands 
would serve the ec ontinuous operation for 8 to 10 years. It must be 
lized that a small plant has value only with timber back of it on 
vl h tO operate 
The company had no security to offer other than the timber hold- 
O'S hich 1 a book value of $700,000. 
lhe term had been reduced to $137,500. A new ad- 
vance of $100,000 was made, thus making a total of $237,500 against 


the plan ; 

While no unusual risk would appear to be involved, how much 
better position could have been attained if the timberlands were 
covered by the mortgage as they could have been. 

Senator Bri Thank you verv much 

The next saiitees will be Mr. Wiliam D. Hagenstein, Industrial 
Forestry Association, Portland, Oreg. 


STATEMENT OF W. D. HAGENSTEIN, FOREST ENGINEER, 
INDUSTRIAL FORESTRY ASSOCIATION, PORTLAND, OREG, 


Mr. Hacenstern. Mr. Chairman and members of the committee, 
Lam W.D i agenstein, forest engineer, Industrial Forestry Associa- 
tion, Portland, Oreg. Our organization represents 7 million acres of 
private, taxpaying forest ownership. Our members not only own 
and manage their forests, but manufacture lumber, pulp and paper, 
plywood and veneer, doors, shingles, and other forest products. The 
principal purpose of our association is to promote better forestry on 
private land throughout the Douglas-fir region of western Oregon 
and Washington which furnishes the American people each year 
with more than a fourth of all their forest products. 

We founded the tree farm program in 1941 and it now encompasses 
28 million acres in 35 States. Tree farms have become the greatest 
force in constructive private forestry in this country. 
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We appear before you today in support of S. 2069 which would 
amend the Federal Reserve Act to permit national banking associa- 
tions to make loans on managed private forests with their trees as 
collateral. The enactment of the proposal will fill an important gap 
in the mangement of private forests, particularly those owned by 
farmers and other small owners. 

Tree farming, like every other constructive land-management enter- 
prise, must often be financed. If credit facilities are available, trees 
can be grown a few years longer, thus accruing more value per tree 
and per acre. For example, in our part of the country, if a an average 
10-inch tree is not harvested for another 5 years, it will grow to 12 
inches. 

Because the volume of a tree increases as the square of its diameter, 
the 20-percent diameter increase from 10 to 12 inches means an in- 
crease of 44 percent in volume. The larger tree is more valuable n ot 
only because it has more wood but also because its quality has in- 
creased and its harvesting cost will be less because there are less sraeas 
per cord or per thousand board feet to handle. “Tf the owner needed 
money when his tree was 10 inches, he might harvest it or sell it to 
his own financial and the country’s timber supply detriment. With 
credit availab le, as proposed in 5S. 2069, he could borrow money to 
meet his needs and let the tree accrue to the much greater value 5 years 
hence. This simply illustrates the forestry benefits of credit avail- 
ability to a tree farmer. It also illustrates the financial validity of 
the use of managed trees as collateral. 

One of the greatest forestry problems of the Nation is premature 
harvesting of rapidly growing young timber. My illustration demon- 
strates clearly its disadvantage both to the owner and the Nation’s 
economy. <A tree farmer has annual carrying charges of ad valorem 
taxes and fire protection. He also needs to build roads and make 
other improvements in his woods, if be is ultimately to going 
much as possible out of his timber-growing venture. iis growing 
trees are accruing capital, but to defray his annual charges he may 
need credit. Today there is insufficient credit available. 

Industrial-forest owners, like those our association represents, have 
long been able to finance their operations by borrowing, with their log 
and finished product inventories, their plants, and other facilities as 
collateral. Also, they can discount invoices on shipments for short 
term needs. But they cannot generally use their standing timber, 
which is often their major asset, as collateral. 

Most of the 4 million to 5 million smaller forest owners, who hold 
more than 261 million acres or 56 percent of the Nation’s commercial 
forest land, are not in the timber-harvesting or timber-processing 
business. Trees are their only asset. To help these little fellows 
practice tree farming in their own and the Nation’s interest, S. 2069 
will provide needed credit facilities. We respectfully urge your 
consideration of the proposal and hope it can be speedily enacted into 
law. 

Thank you very much. 

Senator Bricker. Thank you very much, Mr. Hagenstein. 

Mr. Dana, did you not intend to present some further material for 
the record? 

Mr. Dana. I hoped, Senator, that we might be allowed to organize 
our material a little better than we had. Our notice was so very short 
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that convinced us, I hope, as cautious and careful bankers, that thi 


amendment will serve the needs of the industry and be sound collateral 
We thought perhaps you would wish additional detailed material on 
which we had based our conclusion. If you feel the record is suffi- 
ciently complete, we will be satisfied. 

Senator Bricker. I really personally feel that the record is com- 
plete. I think you have discussed every issue; vou have met every 
suggestion here in the bill, and supported it, and the issue that the 
Comptroller raises is clear cut. You have answered to the best of your 
ability, and he has presented it from the standpoint of the Government. 

We might proceed then with the printing of the reeord. You will 
furnish for the committee anything that you want to, and we will 
make it a part of the file. It will be permanently here so that we can 
use it then for argument purposes. This bill may not come to the 
floor; it may not this session. I do not know; it was my thought that 
vou desired that it be pressed as promptly as possible. 

Mr. Dana. We have neglected no essential items of our testimony. 
[t is merely detailed material that supports it. 

Senator Bricker. Furnish that for the files, and we will proceed to 
print the testimony. 

Mr. Dana. I may say, Senator, that we appreciate very much the 
courtesy of this committee in allowing us this representation. We 
know what inconvenience it has meant on your own part. 

Senator Bricker. Then say within a week you present anything 
vou desire. We will likely not get the printed record back within 
much less than that time 

If there are any departmental comments that the staff has to 
put into the record, we will order them to be made a part of the record, 
if they have not yet been presented. If there is any answer desired, 
we might furnish the opposition a chance to do so. 

The following were ordered inserted in the record:) 
TREASURY DrPARTMENT, 
July 17, 1953 


United States Senate, Washington, D. C. 


My Dear Mr. Cuarrman: This is in reply to Mr. Dixon’s letter of June 10, 


1953, requesting the opinion of this Department as to the merits of S. 2069 
which would permit national banks to make real-estate loans secured by first 
liens upon properly managed forest tracts 

This Department has no objection to the purpose of the proposed legislation, 
but does object to some of the specific provisions. There is attached a memoran- 


the specific provisions of the bill and suggesting substitute language 


dum discussing 





10 
OY, 


first 


ion, 


rali- 





LOANS ON FOREST TRACTS ot 
l | I ha au 1} e B : t | j 
tio! I f I rt to 
\ vay] . 
> 
‘ 

MEMORANDUM R 2069, To AMEND 1 ERVE Act so A 
UTHORIZ! ‘ NAT SANKIN \ ‘ | i 3 For 
PRACTS 
Phe I ! ‘ . 
cured firs sul ‘ 
his JopDartl I sno ‘ 1) ( I 1 

but { Hpyect t on of ( ec provis s i ng t \ 1 t 
ti ii t 3 i rt et rl t< i ( 

it wo I rrp ddie i that national i I i permitle )maKe a 

su r er term th s veal Ni r, t iw si ire t 

such ) 5 t rt 1 iCas i viLy in ely j i ! i 

pr full liquidatior " rity \ w should ech 
| irl oO { those whicl e ft eo is t igh the st r 
twization Of the timber 
5. 2069 would permit forest-tract loans to be made only on forest tracts wl 
are properly managed in all respects It is obvious that there can be wide varia 
tions Of Opinicn as to What is proper management This Department would sub- 
stitute for the requirement that such forest tracts be properly managed, a require- 
nent that they be safeguarded by fir protection and ect and pest control 

It is recommended that the law require the appraisal of the timber tract to | 
made by a recognized timber cruiser or engineer, and that the appraisal be based 

‘ nly on the vali ? of the economic: lly narke t ible timber of st ficient maturity to 

insure a salvage value of not less than 40 percent of the full appraised value i 

the event of fire 
It is suggested that in lieu of S. 2069 there might be substituted legislati: 

which would amend section 24 of the Federal Reserve Act by inserting at the end 


of the first paragraph the following paragraph: 

“Any national banking association may make real-estate loans secured by first 
liens upon timber tracts: Provided, That such tracts are safeguarded by fire pro 
tection and insect and pest control and the liquidation of the loans is to be effected 
through the conversion of the timber IEivery such loan shall be in the form of an 
obligation or obligations secured by mortgage, trust deed, or other such instru 
ment, and any national banking association may purchase any obligation so 
secured when the entire amount of such obligation is sold to the association 
The amount of any such loan shall not exceed 40 percent of the appraised value 
of the economically marketable timber of sufficient maturity to insure a salvage of 
not less than 40 percent of the appraised value in the event of fire on the tract 
covered by the lien held as security, such appraisal to be made by a recognized 
timber cruiser or timber engineer. No such loan shall be made for a longer term 
than 3 years, and all such loans must be amortized in approximately equal amounts 
so as to provide for full liquidation at maturity. All such loans secured by timber 
tracts shall be included in the permissible aggregate of all real-estate loans pr 
scribed in the preceding paragraph, but no national banking association shall 
make timber tract loans in an aggregate sum in excess of 50 percent of its capital 
stock paid in and unimpaired plus 50 percent of its unimpaired surplus fund.,”’ 





FEDERAL Deposir INSURANCE CORPORATION, 
Washington 25, July 20, 1958 
Hon. Homer E. Capenarr, 
Chairman, Commitlee on Banking and Currency, 
United States Senate, Washington 25, D. 

Dear Senator Capenart: In his letter of June 10, 1953, Mr. Ira Dixon, 
clerk of your committee, has requested our views on S. 2069, a bill to authorize 
national banking associations to make loans on forest tracts 

We have no objection to this legislation modified by such limitations as the 
Comptroller of the Currency may recommend for the protection of national 
banking associations 

We have been advised by the Bureau of the Budget that it has no objection to 
the submission of this report 

With personal regards, I am, 

Sincerely yours, H. BE. Coox, Chairman 
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30ARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, July 20, 1958. 
Hon. llomer E. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C 
DraR SENATOR CaPEHART: This is in response to Mr. Dixon’s request of June 
10, 1953, for the Board’s views on the bill 8S. 2069, which would amend section 24 
of the Federal Reserve Act so as to authorize national banks to make loans on 
forest tracts. That section now authorizes national banks to make real-estate 
loans secured by first liens upon improved real estate, which has been interpreted 
to exclude forest-tract loans 
The board would be generally favorable to legislation authorizing the making 
of loans of the tvpe proposed, to the extent that this can be done consistently with 
the safety of national b 
With regard to specific provisions of the bill, it is felt that, since the added 
ld represent a considerable departure from the existing 
| banks to make loans on improved real estate, it may be 


LNKS. 





Z t a 
de le initially to provide a shorter maximum maturity for loans upon forest 
tracts than the 10 years provided in the bill as introduced. 
The bill requires that loans made thereunder shall be made upon such terms 
and conditions as to assure that ‘‘at no time shall the loan balance exceed 40 per- 





eent of the original appraised value of the economically marketable timber then 
remaining.’’ In this connection your committee may wish to consider the de- 
sirability of requiring that the proceeds of timber cut from the mortgaged tract 
be applied on the loan, either (1) wholly or (2) to the extent necessary to maintain 
40-p reent ratio 

Finally, it is noted that the bill makes eligible as loan security only those forest 
tracts “which are properly managed in all respects.’’ It is questioned whether 
this clause adds materially to the substance of the proposed legislation, and it is 
likely to present difficult problems of interpretation to the banks affected and to 
the supervisory authorities 

We have been informed by the Bureau of the Budget that it has no objection 
o the submission of this report 





M. S. Szymezak, Acting Chairman 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., July 17, 1953. 
Hon. Homer E. CaPpEeHart, 
Chairman, Committee on Banl ng and Currency, 
United States Senate, Washinaton 25, D. C 


in reply to the request of your committee 


ie Federal Reserve Act so as to authorize 
national banking associations to make loans on forest tracts. 


My Dear SENATOR CAPEHART: Thi 


rareport on 8. 2069, a bill to amen: 





s is 
fc 1 tk 


I have no objection to the enactment of this bill 
The provisions of the bill would seem not to affect disposal of Federal timber 
by the Bureau of Land Management of this Department. 


We believe that there may be a need to revise the Federal Reserve Act to per- 











! loans on forest property under sustained-yield forest management However, 
the short-term ure of the provisions of the bill is not well suited to the needs of 
sustained-vield forest management. The amortization rate of 10 percent is 
inconsistent with the needs of enterprises which require long terms of years for 
the amortization of investments. Under the provisions of the bill an operator 


could acquire some short-term capital on the basis of his timber holdings, but it 
is not likely to be very effective in promoting long-range sustained-yield forestry. 
The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee 
Sincerely yours, 
OrME LEwits, 
Assistant Secretary of the Interior. 
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New York, N. Y¥ July 20, 1953 
SENATI BANKIN( AND CURRENCY ComMIT' E, 
Senate Office Building, Washington, D. ( 


The American Pulpwood Association representing 45 pulp and paper companies 


and 146 producers of pulpwood involving close to one-half of the cons imption of 
pulpwood in the United States wishes to record its sincere approval of S. 2069 
which proposes to amend the Vederal Reser\ Act so as to authorize natio 
banking associations to make loans on managed forest tracts Phe favorable 
consideration of this measure is badly needed by thousands of farm woodlot and 
small-forest owners who are now deprived of a source of credit to manage their 
forest resources properly because national bansk are not permitted to recognize 
these valuable resources for purposes of securing loans We are advised that this 
measure has provisions for adequate safeguards for the banks and we are certa 
it will stimulate improved forest practices for more long-tern agement 
woodlots a d smail forests. We if its pas 
W.S. Brot Y Ere ve S¢ ta 


CHAMBER OF COMMERCE OF THE UNITED STATES, 

Washington 6, D. C., J y 21, 195 

Hon. Jonn W. Bricker, 

Chairman, Federal Reserve Subcommittee 

Senate Committee on Pi nh ing ¢ nd Currenc 

Senate CO fitce Buildin J, Washington fe, D. ( 
DraR SENATOR Bricker: The Chamber of Commerce of the United States 
favors the principles of 8. 2069, to amend the Federal Reserve Act to authoriz 
national banking associations to ms 





e loans on forest tracts 
The chamber believes that every pos ible inducement should be offers j to 


owners of forest tracts to manage them under good forest practices Such 
management often requires an initial investment which is beyond the resources 
of the owner to pay for in cash but which could be safely financed by a conservative 
loan on the property. Such a loan, repavable from returns from cuttings at the 


proper interval for good forest management, might prevent a forest owner from 
overcutting his tract to obtain money during a financial emergency. 

The chamber, therefore, urges your committee to report favorably a bill em- 
bodying the principles of 8. 2069, which will allow national banking associations 
to make loans on properly managed forest tracts under conditions which will 
safeguard both the owner and the banking association. 

I would appreciate it if you would make this letter a part of your hearings on 
5. 2069. 

Cordially yours, 





CLARENCE R. MILEs. 





[Telegram] 
ConcorD, N. H., July 20, 1953 
Senator JoHN W. Bricker, 
Senate Banking Committee, 
Senate Office Building, Washington, D. C.: 

Notice of hearing on 8. 2069 received too late for appearance. As a banker 
who has made loans to forest owners and operators for many years, I am on 
record publicly as advocate of such legislation. I believe in the principles of 
S. 2069 and all of its provisions except the 10-year loan period. In my opinion 
this limit should be not over 5 years and preferably 3 years. Hope this is not 
too late for your committee record. Shall be glad to file extended opinion if 
desired. 

Epaar C. Hirst, 
President, First National Bank of Concord. 


Senator Bricker. If there are no further suggestions, we will 
adjourn the hearing at this time. I want to thank you all. It has 
been a long trip, and you hit Washington at a hot time. The climate 
here is not always as agreeable as it is in Portland and the great 
Northwest. Thank you very much. 

(Whereupon, at 11:55 a. m., the subcommittee adjourned.) 


